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Abstract 
This project focuses on the proposal of the EU Commission for a tax on financial transactions (FTT). After 
the proposal was generated, different views and arguments were expressed by various actors, some of 
which were opposing the FTT and others being in favour of the FTT. 
In the beginning of the project, we start by looking at the context of the creation of the FTT proposal, 
especially looking into the global financial crisis, since 2008, and into the current government debt crisis. In 
this process we define the focus of our project and generate a Problem Formulation. 
Thereafter, this project describes the methodological and theoretical considerations on the topic of FTT. 
Thus, two main schools of thought of economics are derived, namely, the realist school and the neoclassical 
school. We look into two main authors corresponding to each of these schools, which are renowned for 
their thoughts and theories; John Maynard Keynes is taken into account for the realist way of thinking, and 
Milton Friedman is taken into account for the neoclassical way of thinking. Moreover, other sources and 
authors are used to supplement our arguments derived by Keynes and Friedman. 
After conducting the methodological considerations, including our ontology and epistemology, we 
conducted an investigation of the actors that were pro or against the introduction of an FTT in the EU, thus 
collecting our empirical data. 
Our analysis is divided in three parts, respectively, Word 1, World 2, and World 3. To clarify, World 1 
consists of the presentation of the empirical data and the description of the real world. World 2 consists of 
an analysis and comparison of the empirical findings from World 1 with the theoretical views of both the 
realist and the neoclassical school of thought. Furthermore, the findings and conclusions from World 2 are 
used in World 3, which is a discussion of the topic of FTT that leads us to the conclusion where we attempt 
to answer the Problem Formulation. Moreover, afterthoughts are expressed, where we put the conclusion 
of our project into perspective. 
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1. Problem area 
On the 28th of September 2011 the Commission proposed the implementation of a financial 
transaction tax (FTT) within the EU to ensure that:  
 
“financial institutions make a fair contribution to covering the costs of the recent crisis” and “to 
create appropriate disincentives for transactions that do not enhance the efficiency of financial 
markets thereby complementing regulatory measures aimed at avoiding future crises.” 
(Commission 2011:2)  
 
The proposal is to tax financial transactions other than derivatives with 0.1% and derivative 
transactions with 0.01% (Commission 2011: 20). The FTT is estimated to generate a 57 billion Euro 
revenue a year for the whole of EU, a revenue which the Commission proposes could be used to 
supplement or replace the nations own contributions to the EU budget and thereby “leaving a 
lesser burden on national treasuries” (Ibid.: 3).  
 
The Commission does not stand alone with the proposal of the FTT, with the European Parliament 
(EP) and state leaders, such as the former French President Nicolas Sakozy and the German 
Chancellor Angela Merkel, expressing support for the implementation of the tax (Telegraph 2012) 
as well as organizations such as the OECD. Supporters of the implementation of the FTT, argues 
that besides the revenue, the tax will decrease the volatility in the financial market and hinder 
market fragmentation. Opposing the proposal are primarily the English Prime Minister David 
Cameron (Bloomberg 2012), the current EU presidency (i.e. the Danish government) (Wall Street 
Journal 2012) and Interest Groups (IG) such as CEPOS and Ernst & Young. These opponents are 
stating arguments such as: the FTT will further increase the financial crises; result in high 
expenditures for the citizens; and lead to an increase in GDP deficit. Finally the opponents state 
that the FTT will increase the volatility of trading and if such a tax is implemented solely within the 
EU, the investors will relocate to non-levied countries to circumvent the taxation which will lead to 
a further deepening of the current financial crises.  
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It is no coincidence the FTT is currently discussed within the EU. The global financial crisis has 
brought attention to the instability in the financial market and left the economies of the member 
states (MS) strained.  
The global financial crisis started in 2007 with the collapse of the significant world economies. 
Investment banks started crashing and in 2008 and the global economy experienced the biggest 
downfall since the great depression in 1933 (The Guardian 2008). Some of the blame for the crises 
has been ascribed to speculators who seek profit maximization through short-term trading and 
High Frequency Trading (HFT). 
 
Different kinds of financial transaction taxes has been attempted before and some are still used, 
most important cases are found in Sweden and the UK; two examples often drawn upon in the 
debate of the FTT. The idea of a financial transaction tax is often associated with James Tobin who 
wished to “throw some sand in the well-greased wheels” of the financial sector when he proposed 
a tax on currency transactions in 1978 (Tobin 1978: 154). Hence the term Tobin Tax which the 
media often use to describe the FTT. However, Tobin was not the first to recommend a financial 
tax, since Keynes did so in 1936 in his writings The General Theory of Employment, Interest and 
Money. Here he stated a wish to put an end to “the fetish of liquidity” (Keynes 1936: 62). Opposite 
the aforementioned stand point was, among others, Friedman. In his book Essays on Positive 
Economics from 1953, Friedman argues that speculation had a positive impact on the financial 
market. Thus the root of the discussion about the FTT’s implications can be traced back to 
different theoretical economic standpoints. The economic schools of thought, such as the realist 
and the neo-classical, have opposing views on how the economic system functions and it is these 
different theoretical standpoints that will be the center of this project in the analysis of the 
different arguments in the debate.  
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1.1 Problem formulation 
 
How can the realist and neo-classical school of thought help us understand the different 
arguments presented in the debate regarding the FTT? Based on this, which concerns should be 
met when designing the FTT and what can we deduce will be the consequences of its 
implementation? 
1.2 Research questions 
 
1) How can the arguments presented in the debate on the FTT be reflected in relation to the 
financial market? 
2) What are the views on the FTT in the different economic schools of thought and what can they 
tell us about the different arguments in the debate? 
3)  What can then be deduced to be the consequences of the FTT and which factors should be 
considered when designing such a tax? 
 
1.3 Definitions of concepts   
 
In this subchapter we are going to present a definition of the main concepts that are used in this 
project in order to create a better understanding of different parts of the project, such as the 
empirical or analytical part, where these concepts are crucial for its understanding. It has to be 
specified, however, that some of these concepts can have different definitions according to the 
context or the persons using them. Thus, the definitions described here represent the way we 
chose to view them, which is derived from a variety of readings and then choosing the most 
appropriate definition for our topic. Subsequently, these definitions describe the way we use them 
in our project.  
 
Assets: Assets are purchased to increase the value of a firm or create future benefits for the firm. 
Assets can be purchased by individuals, corporations or countries. 
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Bonds: Bonds is a debt agreement, also known as fixed income securities, bonds are contracts by 
which the investor loans money to an entity. This fund is borrowed at a fixed interest rate and 
over a fixed period of time. 
 
Clearinghouses: The clearing firm established between two firms that creates settlements for 
transactions, and makes sure that the agreements of the transactions are held. 
 
Commodity:  A commodity is a good, that is the same to goods that is made by other producers. 
An example of this could be crude oil,  which is the same product even when produce by other, 
even though the quality may vary. 
 
Derivatives: A security that can be translated  into a contract between two entities. The value of 
which is dependent on fluctuations of the underlying asset, which can be anything from an asset 
to the weather. 
 
Enterprise: Is the opposite of speculation. It is referred to the type of investment that is beneficial 
for the society as there is real value behind the trade. 
 
Equity: The total value of an asset stock, after all liability and debt is paid off.  
 
Exchange-traded instruments: The financial instruments that area traded on established 
exchanges, such as stocks traded on exchanges such as in the New York are called exchange-
traded instruments. 
 
Financial Instruments: A document that represents a monetary value. All instruments that can be 
seen as a substitute for money, e.g. Stock, bond, obligations, et cetera. 
 
Foreign exchange instruments: The financial instruments that are used by investors and traders to 
take advantage of rising and falling exchange rates are called foreign exchange instruments. 
 
High frequency trading: A trading pattern that consist of a series of trades. These investments 
trades are often done by computers, than can use complex algorithms to transact a large amount 
of  trades on multiple markets. The transactions here are made, based on market conditions.  
 
Liquidity: An asset’s ability to be traded; the measurement of how quickly the asset can be 
changed into cash.  
 
Long term trading:  A trade where the owner of a asset, matures the investment in more than a 
year.  
 
Ninja borrowers: Borrowers with no income, no jobs and no assets. 
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OTC instruments: Over the counter instruments are the financial instruments that are traded in 
some context other than formal exchange. 
Over-the-Counter: OTC derivatives are financial instruments whose value depends on one or more 
underlying asset such as a commodity, rate, financial security, or the occurrence or magnitude of 
an event. 
 
Securities: The common name for stocks, bond  and derivatives. 
 
Shareholder: The owner of a Stock 
 
Short term trading: A trade where the owner of a asset, matures the investment between a day 
and less than a year.  
 
Short-selling: A type of short term trading, where the financial instruments are purchased with the 
purpose of selling them short after the purchase. 
 
Speculations: The type of investment and trade of financial instruments that is detrimental to the 
society, as the financial instruments have no real value when traded. This is usually characterized 
by short term trading, short-selling, or derivatives trading. 
 
Spot Market:  The primary market where commodities and securities are bought with cash. The 
financial instrument sold here, whether commodities or securities, are immediately in effect.  
 
Stocks or shares: A type of financial instrument or security that indicate an ownership in a 
corporation. The owner of the stock has claim on the corporation's assets and profit, which is 
measured by the number stock in the owner’s  possession.  
 
Transaction: The act of trading a financial instruments.  
 
Volatility: Is the measure of the volume of uncertainty surrounding a security. 
 
2. Methods  
This chapter deals with the different considerations that have been taken into account when 
writing this project. This encompasses the considerations concerning limitations, philosophy of 
science, theory, empirical data, and methodology.   
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2.1 Limitations 
We started our discussions of a financial transaction tax focusing on a global implementation, 
since there have been relevant contemporary debates on this topic. However, due to the absence 
of a concrete legislative proposal on this level, we have decided only to focus on the European 
Union, since a concrete proposal was set forward by the European Commission. As a consequence, 
when looking at the different actors, institutions, and stakeholders, the point of focus of the 
project will be the entities that are directly and indirectly influenced by an eventual 
implementation. We are aware that many economic approaches exist, but since the two dominant 
economic ways of thinking in Europe are the neo-classical and the realist approaches, we find it 
necessary to focus on these when investigating the different arguments set forward in the debate. 
When comparing the FTT to earlier implementations of similar taxes, we have limited the project 
to two countries in Europe (i.e. Sweden and England). This is due to an assumption that these 
countries have had similar considerations when implementing an FTT and experiences hereof are 
often discussed when debating the FTT.   
   
2.2 Considerations about philosophy of science 
2.2.1 Critical realism 
When conducting our research is it important to clearly state the macroeconomic world which we 
are observing. Gathering empirical data can be difficult, since the data is not of an unchangeable 
nature, but a result of the interaction between actors and institutions, therefore it is likely to 
change over time (Jespersen 2009: 148). An obvious result hereof is that the collected empirical 
data will greatly impact what is stated in this project. Therefore a mapping of the subjects’ 
ontology is of foremost importance, that is, to clarify the norms, institutions, and structures that 
characterize the financial markets in Europe (Ibid.: 149). From here, epistemological reflections 
can be made and our analytical method can be established. When considering a highly debated 
subject where empirical data, calculations, and economic views can create opposing hypotheses, 
as the case with the consequences of the FTT, we have to be aware of the epistemological 
reflection; what can we really say about our subject field? With the absence of one dominant 
macroeconomic method and theory as being true, and an ontology which is difficult to cover, due 
to the underlying mechanisms of economy (i.e. the transcendental level (Ibid.: 148)), we are left 
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with an amount of uncertainty when forming our own research strategy. This problem is probably 
also why the current arguments presented regarding the FTT are divergent. The future is 
uncertain, so what will be the result an implementation of the FTT? As it is not possible to give a 
universal truth about the consequences, we are giving "a good reason to believe" what will be the 
consequences of an implementation (Ibid.: 160). When we, in our problem formulation, give 
ourselves the task of researching the consequences of an implementation of the FTT, the 
formulation should be seen in this context.  
 
2.2.2 Ontology 
In critical realism the ontology plays a central part of the research strategy, and will in this project 
be the point of departure of the analysis.  Here it is important to underline that it is the real world 
that needs to be explained and understood (Jespersen 2009: 145). Our ontology is therefore a 
constitution of the area we are researching.  Here it is important to note the different actors and 
institutions that the research area consists of (Olsen & Pedersen 2008: 150pp). Here we 
investigate the actors, which consist of institutions, stakeholders and experts, that in one way or 
another express their opinions and thoughts on the FTT, and are not necessarily directly involved 
in the decision making process.      
  
2.2.3 Epistemology 
Since the economics in the project is highly influenced by the two schools of economic thought, it 
is important to understand the arguments from their respective perspectives.  When analyzing our 
collected empirical data, we will use the neo-classical and the realist economic school of thought, 
as these two seem to be the most dominant in the arguments presented in the debate. These two 
sets of theories offer different approaches, based on their different methodological schools of 
thoughts. The realist is based on critical realism and the neo-classical is based on an ideology of 
general equilibrium and logical positivism (Jespersen 2009:1 65 and Jespersen 2007: 94). When 
choosing to operate with the views of critical realism when uncovering the consequences of the 
FTT we have already made analytical decisions on how to approach the world of economics. As the 
realist school is based on critical realism just like our research method, it involuntarily creates 
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some bias towards the final result. To avoid such bias, it is important to stress that the theories 
will be presented impartially in the theory section, from the perspectives of the respective 
theoretical points of departure. The theory used by the economic schools, will equally be used in 
the analytical part of this report. This is to ensure that the arguments are presented equally.  
 
2.3 Post-Keynesian methodology 
To investigate our problem formulation and research questions, the concept of Worlds as 
presented by Karl Popper (Jespersen 2007: 86pp) will be used as a central part in this project. The 
chapters in this report will be build around, and reflect the thoughts behind, the worlds, as a 
measure of what can be said about our empirical data and theory.  Specifically, this means that 
the empirical research conducted in this project will be in focus in world 1, the theoretical 
thoughts will be applied in world 2 and these two worlds connected will generate the conclusions 
and space for further discussion in world 3. This structure will be further underlined by our three 
research questions, as these will each cover the realm of one world. Question one covers the 
realm of world 1 and so forth (Ibid.: 83). Moreover we have chosen to apply a retroductive 
approach, when we are working within the sphere of critical realism. This is needed to uncover the 
causal relations between reality and the theoretical world, i.e. the causal relation between the 
debate of the FTT, the neo-classical and the realist world. (ibid.: 83)  
 
The point of departure in world 1 is our ontology, which due our use of critical realism will take 
place on the real level.  Hereafter we will enter the analytical level in world 2 where we will 
investigate our empirical findings in world 1, from a more theoretical perspective. This will enable 
the possibility of confronting the theories with the realistic findings in world 1, hence an 
importance of creating a resonance between world 1 and 2. The findings in world 2 will thereby be 
highly determined by the empirical testing, this means that the validity of our findings will not be 
final and always have room for improvement, depending on the historical context. In world 3, the 
operational level, a discussion of the result in world 2 is needed before end results can be 
transformed into claims.   
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2.4 Project design  
In the following section, we will look upon the structure of the project. This is done to clarify the 
disposition of the project.   
The first encounter made in this project is the problem area. Here we state our interest in the 
project, and the relevance of the problem in society. Here we introduce our problem formulation 
and research questions. This is followed by the methods chapter, where our approaches and 
considerations about research are presented.   
 
Our analysis is designed to be constructed in three parts. The three research questions are related 
to the three, previously mentioned, worlds. Therefore the construction of the different analysis 
chapters will deal with the assigned research questions and the appropriate world. The first 
analysis chapter encompasses research question 1, which works within world 1, on the real level. 
Here the historical setting such as the empirical data, proposals, reports et cetera, is put into 
operation. The secondary empirical data will be directly introduced in this analysis. Examples of 
other countries implementing a similar tax to FTT will also be introduced in this chapter. In this 
chapter, the current world of stock trading will be mapped out. In the second chapter of the 
analysis, a thorough investigation of the results in the previous chapter will take place. The 
analysis will now enter world 2 by applying theory on the prior findings, thus the result of the first 
analysis chapter will be seen through a realist and neo-classical lens. This is done with the 
assumption that the arguments of the different actors are best understood from each respective 
economical understanding. The third analysis chapter looks at the results of analysis two. When 
entering the third world, we will compare our findings with the current proposal for the FTT which 
will lead us to look at the design of the FTT and its implementation. We will hereafter conclude our 
findings made in the analysis. This is followed by a validation of the result, which deals with 
validity and limitation of the report, when using the research approach that has been dealt with in 
this project.  
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Problem area 
Problem formulation and research questions. 
  
Method 
Limitation 
Project design  
The realist approach  
Methodology 
Considerations of theory  
Consideration of empirical data  
  
Empirical data 
Commissions proposal 
The financial crises 
Schulmeister’s empirical data 
The cases of UK and Sweden 
IMF working paper  
  
Research question 1 
 
How can the arguments 
presented in the debate on the 
FTT be reflected in relation to the 
financial market? 
 
Analysis 1 
 
The actors’ arguments in the 
debate are analyzed and 
compared with Schulmeister’s 
pro proposals, counter proposals 
and observations, including the 
financial crises and a comparison 
of UK and Sweden. 
World 1 
 
Here the historical setting, the 
empirical data, proposals, 
reports, et cetera are drawn. Also 
included are the examples of the 
similar tax in UK and Sweden. 
  
Theory 
Realist  theory 
Neo-classical theory 
Schulmeister’ theory 
  
Research question 2 
 
What are the views on the FTT in 
the different economic schools of 
thought and what can they tell us 
Analysis 2 
 
The realist and neo-classical 
approach are applied to issues 
such as: speculation, volatility, 
World 2 
 
Here the theory is applied to the 
empirical data.  This will help us 
discover the underlying 
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about the different arguments in 
the debate? 
liquidity and behavior of traders.  mechanisms, of the different 
arguments. 
  
Research question 3:   
 
What can then be deduced to be 
the consequences of the FTT and 
which factors should be 
considered when designing such 
a tax? 
Analysis 3 
 
An analysis and assessment of an 
implementation of the FTT, 
compared with UK, Sweden and 
the IMF working paper, and 
taking into consideration the 
arguments presented in world 1 
and 2. Lastly a conclusion on, and 
a validation of, the report.     
World 3 
 
This is the operational level. Here 
we will discuss how the newly 
acquired knowledge should be 
considered when designing an 
optimal FTT.    
 
 
2.5 Considerations about theory  
 
2.5.1 Keynes 
Keynes is considered as the father of macroeconomic theory and broke with the dominating neo-
classical thinking in 1936. He developed his theory with inspiration from The Great Depression in 
1933, and his General Theory includes a range of observations on financial trading and a proposal 
for a tax hereon. When using Keynes it is important to underline that, even though many of the 
aspects of the FTT and the current crises resembles the theoretical ideas of Keynes and the time in 
which they were proposed, his theoretical framework was introduced more than 70 years ago, and 
much has changed since then. 
2.5.2 Tobin 
When using Tobin’s proposal it is important to note that he originally only mentioned taxation on 
currency.  We do not see it as a problem when comparing it with the proposal of the European 
Commission, since it is the same dynamics that are made.  When using Tobin’s theory it is 
important to note that his concerns were from a different era, before the current financial crises. 
2.5.3 Schulmeister 
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When using Schulmeister’s two reports, they have both been used as empirical data and as theory.  
Schulmeister only comments on the FTT and relevant data hereof and he tries to explain the 
arguments for and against.  Since he presents many observations, we have found them helpful 
when looking for empirical data. When using these, we have been cautious about not mixing up 
his empirical observations and theoretical standpoints. Therefore observations are used as 
empirical data, and his comments and suggestions are used as his theory. 
 
2.5.4 Friedman 
When using Friedman it is important to underline the fact he has a very strong neo-classical way of 
thinking, and since he has written about the financial market, we find him relevant. One concern 
with using his theories is that he does not directly focus on an FTT, but we still find it relevant to 
include his theoretical standpoint. 
 
2.5.5 Walras 
Walras is mostly used in the project to explain the grand theory of the neo-classical way of 
thinking. He does not specifically focus on the financial market, but since he is considered a 
pioneer of neo-classic thinking, we found it appropriate to use him for this purpose. 
2.6 Considerations about empirical data 
2.6.1 General empirical considerations 
When looking at the empirical data, we will primarily look at economist, think-tanks, and interest 
groups within the sphere of the FTT debate. Politicians are not included because we see them as 
having a secondary role due to the assumption that politicians create arguments based on the 
finding of the above mentioned actors, which can be used purposely and strategically.  
We have decided to stick with only six IGs in the debate due to time limitations. The actors 
are chosen because they together represent a diverse range of international and Danish actors, 
the latter focus chosen because of availability, and these actors are chosen on the background of 
activity in the debate. We have done extensive research on the field of arguments and other 
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reports and statements could have been used, but as they reflect the same arguments already 
represented in our chosen actors, they have not been included. The actors’ statements are 
therefore used to generate an overview of the most used arguments in the debate and are 
reflected against Schulmeister’s pro-FTT-proposals and counter-FTT-proposals.   
 
In this project CEPOS, Finansrådet, Ernst & Young, and the Danish National Bank have been chosen 
to represent the sceptical side of the debate. Of general issues concerning these chosen actors, 
can be mentioned that two of the actors are Danish and not international, but we are of the 
opinion that their observations are relevant for the EU in general.   
 
The pro side for the FTT in the debate is represented by the Aspen institute and OECD. Concerns 
regarding these actors could first of all be that there is only two, and secondly the Aspen Institute 
is an American think tank and talks about a world FTT. With regards to the latter issue, we are of 
the opinion that this is not a problem since the general reflections are still valid in regard to 
market regulation. The only concern not reflected is the possibility that traders will move abroad. 
With regard to the first, we are of the opinion that two representatives for the pro FTT side are 
enough, since they are supported by our main empirical data in Schulmeister and the Commission 
report. Furthermore, the Aspen Institute report is signed by both Goldman Sachs and Warren 
Buffet, which means that the institute’s report is backed by a wide range of acknowledged 
financial actors.   
 
2.6.2 Commission's proposal 
As the Commission’s proposal is the backbone for the whole discussion of an FTT an inclusion of its 
main arguments is essential in the report. We have therefore dedicated an empirical chapter for 
this purpose. One concern is that this document is a proposal and therefore a guideline for 
discussion, and not a final legislative document, ready for implementation.  
2.6.3 IMF's working paper 
Brondolo, senior economist at the IMF, describes in a working paper the difficulties and challenges 
met by the institutions and countries when implementing the FTT. We use the working paper from 
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the IMF in World 3 to compare the Commission’s FTT proposal and Schulmeister’s cases with the 
suggestions from the paper. It is important to note the working paper has not yet been adapted by 
the IMF as an official document, and thereby only represent the opinion of Brondolo. However we 
find the document to be useful, since it gives insight to the technical aspects of implementing the 
FTT. 
 
3. Empirical data 
3.1 The Commission's report 28.9.2011  
 
In this chapter we will present a walkthrough of the Commission's proposal of the FTT to clarify 
the practical aspects of the tax and the reason behind the proposal, as stated by the commission 
itself.  
 
The context of the proposal takes into account the current economic crises, where the financial 
sector has "played a major role in causing the economic crisis whilst governments and European 
citizens at large have borne the cost." (2). The proposal seeks to address harmful speculative 
trading which do not contribute to the efficiency of the financial markets and to ensure that 
financial institutions cover some of the costs of the current crises. To avoid market fragmentation 
and unfairly taxation due to member states implementing different taxations, the report states 
that it is important that the EU countries acts unilaterally when implementing the tax.  
 
The proposal is based on consultancy with various MS, experts and financial sector stakeholders, 
and based on this; the report assesses the impacts of such a tax, viewed in relation to the stated 
goals of the tax, which are presented above. First of all, the tax has the possibility to raise 
substantial tax revenue to the EU budget and member states, but there is a risk of a negative 
influence on the GDP due to a decrease in the market volume of transactions.  To avoid risks of 
delocalization, a coordinated approach is needed both at EU level and international level. The 
report states different strategies to avoid risks in terms of market reaction and impact on growth, 
of the most important are:  
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1. That the tax is broadly defined and includes ”products, transactions, types of trade and financial 
actors as well as transactions carried out inside a financial group" (Commission 2011: 4) 
 
2. The tax will come into force no matter where the transaction is done; however, the transaction 
should be done by a company in a member state. Furthermore, transactions between non-EU 
countries and EU countries will also be taxed, along with the branches of a non-EU firm, if it 
conducts financial transactions (Ibid.)  
 
3. Excluded from the FTT are the transactions of the primary markets, currencies, the ECB and 
national central banks. The report states that the FTT is estimated to have a negative impact on 
the GDP level of 0.5% in the long run (Ibid.) 
 
4. "The exclusion from the scope of the FTT of transactions on primary markets both for 
securities (shares, bonds) – so as not to undermine the raising of capital by governments 
and companies – and for currencies." (Ibid.) 
 
"The FTT will affect market behavior and business models within the financial sector" (Commission 
2011: 5). The report estimates that the small gain of high-frequency trading will disappear. So 
instead of numerous high volume transactions with small profit, the investors will have to make 
fewer transactions with a higher margin of profit, to make profit after the payment of the tax.  
The report states that the FTT has a progressive distributional effect, meaning that the high 
income groups that profit from financial trading will be hit hardest. Furthermore the report states 
that the FTT would generate 57 billion Euros in revenues a year for the whole of EU. The money 
can as stated above be used to replace the current fees that the member states pay to the EU 
budget. 
The scope of the FTT is covered in article 2 Definitions (Ibid.: 16) and states the following: 
"'Financial transaction' means any of the following: 
(a) the purchase and sale of a financial instrument before netting and settlement, 
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including repurchase and reverse repurchase and securities lending and borrowing 
agreements; 
(b) the transfer between entities of a group of the right to dispose of a financial 
instrument as owner and any equivalent operation implying the transfer of the risk 
associated with the financial instrument, in cases not subject to point (a); 
(c) the conclusion or modification of derivatives agreements;" 
The amount of tax is 0.1% of financial instruments transactions, and 0.01% of derivatives 
transactions (article 5, 6 and 8). The commission points out two risks when implementing the tax; 
where one is tax evasion and the other is the relocation of trading to other countries. Moreover, 
the management and control system of the tax will be a responsibility of the member states, as 
they will guarantee that the tax is paid within the country (article 11). For the risk of relocation of 
the financial trading, the commission states that the taxation is sufficiently low and the taxation of 
trading with companies based in Europe, independent of where the financial transactions takes 
place, should ensure that this will not be a problem (p.26).  
 
3.2 The deeper cause of the crisis 
 
Two theories are distinguished when attempting to find the deeper cause of the crisis (Skidelsky 
2010: 3pp). 
1. Money glut 
2. Saving glut  
For the money glut explanation, conservative economists blame the crisis on loose fiscal and 
monetary policy. For an economist that believes that market economy is self-regulating, a crisis of 
this type can only be derived by externally inflicted wounds. Alan Greenspan, the chairman of the 
US Federal Reserve, is said to have kept money too cheap for too long. This allowed an asset 
bubble to rise beyond limits and burst (ibid.: 4). 
Keynesians, instead, viewed saving glut as responsible for the crisis, and cheap money as a 
response of the US to the 'global saving glut' that started in East Asia and Middle East. In this case, 
the argument is that the recession was caused by an accumulation of savings in East Asia and 
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insufficient investments in the USA, a situation that was referred to as 'saving running ahead of 
investment'. Eventually, the rise in US interest rates in 2005 brought the housing boom to an end, 
leading to the collapse of the US economy. 
The 'money glut' explanation stresses the mismanagement of monetary policy, while the 'saving 
glut' argument stresses the weakness of inducement to investment (ibid.). 
 
3.2.1 The housing boom, how it all started 
The collapse of the housing bubble can be accredited as the start of the world financial crisis. To 
clarify, the fall in house prices subsequently led to a fall in value of securities of the banks, thus 
fearing insolvency, banks stopped lending to the customers and each other, causing a 'credit 
crunch' (ibid.: 5). Thereafter, commodity prices started to fall, confidence collapsed, Lehman 
Brothers went bankrupt, and the economy eventually started to slide, leading to a global crisis that 
deepened in 2009 (ibid.).  
According to Skidelsky, two forces were accountable for the housing boom: the Clinton 
administration and the private mortgage lenders. The former was backing up institutions like 
Fannie Mae to make home loans affordable to low-income social classes, and the latter was 
lending money to borrowers with no income, no jobs and no assets. Moreover, the interest rates 
on adjustable-rate mortgage, that in a year or two went high, were very low. With low default 
rates, there seemed to be little risk in mortgage lending extension (ibid.: 5ff). Thus far, thus good, 
however, in 2005-2006 two blows hit the housing market. One of them was the increase in interest 
rates and a downturn in house price. In an attempt to extinguish inflation the United States Federal 
Reserve raised the federal funds rate from 1% to 5.25% and kept it there until August 2007. The 
events that followed were 33% fall in house prices and 16% of sub-prime mortgages with 
adjustable rates had defaulted. At this point, one of the most renowned investment banks in Wall 
Street, Goldman Sachs, was suffering from once in-every-fourteen-universes1 loss several days in a 
row. Moreover, Moody's, the US credit rating agency, was proclaimed awarding triple-A ratings to 
billions of dollars worth of financial instruments, because of a coding error in their model (ibid.: 6). 
 
                                                          
1
A statement by Jon Danielsson, an Icelandic Ph.D. Economist, calculating that the events happening in the brink of the 
financial crisis, according to Goldman Sachs, could only occur once every 10^140 years. 
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3.2.2 Financial innovation 
“The housing boom was built on securitization, and it was through securitization that sub-prime 
mortgages entered the world banking system” (ibid.: 7). Securitization is the process of scattering 
the accumulated individual mortgages into different securities. These securities are adjusted by 
the requirements of the investors, and can be sold on by the bank they came from (ibid.). This is a 
process in which the risk of lending money to sub-prime borrowers could be spread. Guaranteed 
by credit rating agencies, and insured by credit-default swaps, different investors rushed to buy 
securities for mortgages so they could make more money of that. The increases possibilities of 
leverage or borrowings by the investment holders led to a significant mounting of debt (ibid.). 
The massive increase in securitization of mortgages was attributed, among other things, to the 
decision of the US Securities and Exchange Commission in 2004 to allow banks to increase their 
leverage ratios, from 10:1 to 30:1, 30 being the total liabilities and 1 the net worth. The IMF 
estimated global bank write-downs to reach 2.8 trillion US dollars. 
Thus far we already get a picture of a precarious financial market hanging by a thread, and the 
thread gets thinner by every fall in house prices. Hence, the securities in this case become, as 
Warren Buffett put it, 'financial weapons of mass destruction' (ibid.: 8). 
 
3.2.3 Blame games 
It is easier to blame others, or those in charge when something goes wrong, than to search deeper 
to understand the real failure. In this case, bankers, central bankers, credit-rating agencies, 
governments, and other actors were given the blame for the recession (ibid.: 22ff). We did not, as 
expected, turn to blame the system of ideas that gave rise to the principles followed by the above 
mentioned actors in the first place. 
Blaming the bankers, as they relied in risk-management systems believing to be perfect, was a 
common notion after the financial crisis started. Furthermore, they controlled trillions of dollars 
that were mismanaged, ruining their shareholders, customers, employees and economy, while 
collecting large bonuses. Moreover, taxpayers became liable for their losses. This is an 
unacceptable situation, and as Skidelsky put it, “spectacular rewards for failure (…) are obscene” 
(ibid.: 23). In addition unemployment in the EU has been rising ever since March 2008 as a result 
of the financial crisis (EUROSTAT 2012). 
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Credit-rating agencies were another actor that was held highly responsible for the financial crisis. 
They fueled the crisis by giving triple-A ratings to securities with high amount of sub-prime debt in 
them. An explanation to this was the incentives that the raters had to underprice the risk to the 
buyers, as they are paid by the debt issuers (ibid.: 25). 
Another actor that was given blame for the crisis was the hedge funds. Hedge-fund managers 
make a fortune betting against currencies, and the purpose of hedge funds is to stabilize financial 
markets by betting that a security will fall in value (ibid.: 26). 
Part of the blame for the crisis went to central bankers, for making money cheap and 
implementing easy monetary policies, which led to asset bubbles, in houses, shares and financial 
assets (ibid). The Federal Reserve, in this case, was particularly to blame. The central banks in 
general, with their inflation-targeting nature, and which are supposed to control the general price 
level, did not take into consideration the danger of their policies leading to asset-price inflation 
(ibid.: 27). 
3.3 Financial world overview 
Dr. Stephan Schulmeister is currently an Economist at the Austrian institute of Economic research 
(WIFO) in Vienna. His key research areas encompass; the performance of technical trading systems 
in asset markets and their impact on the dynamics of exchange rates and stock prices; and the 
connection between asset price dynamics and the long-term shift away from activity in goods 
markets to activity in financial markets, and its consequences for economic growth, employment 
and the European social model (Schulmeister et al. 2008: 3).  Naturally with these competences 
and research areas, Schulmeister has investigated the FTT and the possible consequences of the 
FTT. 
 
When looking through the current development of the financial market in recent times (until 
2008), Schulmeister is able to point out some observations, that he finds relevant in understanding 
the financial market. Schulmeister sums up the observation into five points.   
Observation 1: The difference between the number of financial transactions and number of 
underlying transactions is quite big. To clarify, Schulmeister exemplifies this through a couple of 
instances. The first is that the volume of foreign exchange transaction is 70 times higher than 
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world trades of goods and services. Secondly, such as in the US, UK and Germany, the volume of 
stock trading is 100 times larger than business investments. Lastly, Schulmeister indicated that, in 
these countries, the number of trades made of interest rate securities is 100 times larger than 
overall investments (Schulmeister et al 2008:43). Observation 2: These discrepancies, more 
specifically, the volumes of financial transactions being larger than underlying transactions, have 
grown largely, since the late 1990s. Interest rate securities have been the fastest growing, 
followed by stock trading and then by foreign exchange trading. Observation 3: Trading of 
derivatives is larger than spot market trading. According to Schulmeister, the volume of 
derivatives trading is 50 times larger than the world GDP, while Spot market trading is 7.5 times 
larger than world GDP. In Europe, this number even higher; derivatives trade is 84 times higher 
than the European GDP, whereas spot market trading is 12.1 times higher. This can be seen in the 
following graph:  
 
Graph 1 (Schulmeister et al. 2008: 39). 
 
Observation 4: Asset prices swing around its equilibrium, in a series of long-term upward trends, 
which Schulmeister categorizes as bull markets, and downward trends, which he categorizes as 
bear markets. Observations 5: These trends are a result of an accumulation of very short-term 
investments, which make the runs last longer in one direction than the other, e.g. upward runs in 
a bull market last longer than the downward runs (Schulmeister et al 2008:43ff). From these 
observations, it can be deduced that the market is influenced by high liquidity and high long-term 
volatility. The long-term volatility can be seen in the following graph. 
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            Graph 2 (Intereconomics 2012: 86). 
3.4 Case study of Sweden and UK 
3.4.1 Case Study of STT - The Securities Transaction Tax in Sweden 
Schulmeister comments on the Securities Transaction Tax (STT), which was implemented in 
Sweden between 1984 and 1991. This tax was similar to the FTT, however, it is considered a failure 
by financial literature, and Schulmeister tries to figure out the source of its failure. When the tax 
was introduced, the Swedish government levied 0.5% on the sale and purchase of equities. The 
STT taxed the Swedish brokerage directly, regardless of the nationality of the trader, when trading 
in Swedish equities, therefore it would not be possible to circumvent the additional payment. 
Since the brokerage was taxed, the only existing circumvention was when no dealer existed. This 
meant that receiving stock as a gift or an inheritance was tax free, as well as small irregular private 
trades. An exchange between two foreign traders was only taxed when a Swedish broker and the 
Swedish security registry was involved. Brokers themselves were not taxed until 1987, since they 
were considered middle men and not traders themselves (Schulmeister et al. 2008:21). 
One of the observations after the implementation of the tax was the disappointing revenue, even 
though it grew between 1984-89 (ibid.). Schulmeister explains this as an effect of traders trying to 
avoid the tax, and thereby not achieving the desired revenue. Swedish stocks were primarily 
traded in Stockholm, New York and London, but throughout this period, most of the Swedish 
stocks were traded in New York and London by both domestic and foreign traders, hence avoiding 
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the STT. Foreign investors had easy accessibility to a foreign broker, and the domestic traders 
sought other means instead of trading, which meant that they stopped their transactions and 
investments. In the end of 1991 the STT was abolished, thereby ending the nearly 8 year existence 
of the STT (ibid.: 23). 
 
So what went wrong? Schulmeister looks at the investors’ reactions and behavior towards the STT. 
If we assume that investors behave rationally, it might be a possibility that tax convergence is a 
solution the investor considers when trying to minimize their costs. Schulmeister lists four 
different possibilities of reaction. Option 1: The investor chooses to pay the tax and thereby 
continue trading. Option 2: Investor chose to change the location of the trade, as the example in 
trading in New York or London. Option 3: The investors choose to substitute the securities they are 
trading with an untaxed security if possible. Option 4: The investor chooses not to trade (ibid.).
  
According to Schulmeister, when a rational investor is confronted by a transaction tax, the 
investor will try to preserve his profit. If no substitutes exist, as in option 2 and 3, the investor will 
only continue trading if it seems profitable to continue, and if not, option 4 will be chosen.  The 
two substitute options, namely option 2 and 3, will only be a chosen by a rational investor if the 
option creates greater expected profit. The cost of using the substitute should, of course, also be 
lower than paying the tax (ibid.: 23ff). 
 
3.4.2 The case of the Stamp duty tax in the United Kingdom 
Schulmeister comments on the current existing transaction tax in the United Kingdom (2008). The 
tax goes by the name of The Stamp Duty Tax (SDT), which with the introduction of the Stamp Duty 
Reserve Tax (SDRT) from 1986 has reached its current form (Schulmeister et al, 2008: 24). The 
difference between the SDT and the STT is the design of the two taxes.  While the STT focused on 
domestic transactions, the SDT has a global focus on all companies that are incorporated in the UK 
(ibid.: 25).  This means that a company should move the majority of the firm and central head 
quarters outside of the UK, in order to circumvent the SDT.  Another difference between the two 
taxes is that with the STT the tax of 0,5% was paid by both the seller and buyer, making the tax 1% 
in total per transaction. The SDT however, is only paid by the purchaser, and should be seen as a 
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registration fee for ownership, hence the name Stamp Duty (ibid.: 24).  Since the supplement of 
the SDRT in 1986, the rate of 0.5% has been levied on the transaction, and a special exit charge of 
1.5% was levied in some situations. The exit charge would be applied if a trader transfers the 
shares into clearance services or financial products. The shares would then not have an owner, 
and thereby the tax would be circumvented.  The SDRT was introduced to avoid the possibility of 
circumventing the tax through loopholes, and today, most of the revenue of the tax is produced by 
the SDRT (ibid.).  Another point of the SDT is that it also encompasses land property transactions 
and not only stocks (ibid.: 16).  
According to Schulmeister, different long term threats might lay in the future of the SDT.  The first 
threat is that UK companies would reincorporate overseas. Schulmeister assumes that this is 
highly unlikely, since companies would have to move their head quarter overseas, and convince 
HM Revenue and Customs2 that control and management is centralized in the new head quarters 
(ibid.: 25).  The second threat is, if investors trade derivatives rather than underlying shares, as 
derivatives have no value when traded, thus there will be no social or economic gain from this 
kind of trade. Moreover, there are a number of factors that explain why Schulmeister is against 
derivatives:  the biggest owners of equities, pensions and life insurance funds, which hold up to 
40% of the equities, will meet additional cost when transferring to derivatives; the markets for 
derivatives are not suited for major institutional investors compared to the normal share market; 
and it is, in principle, possible for the tax authorities to enlarge the tax area to derivatives, if the 
government sees this area as a threat to the revenue (ibid.: 26). The last threat is that, even 
though the transaction of shares of British companies would still be taxed, if registered on 
offshore stock markets, it will be unclear if the current international agreements and legislation 
are enough to collect the tax (ibid.). 
 
In the end, Schulmeister underlines the importance of designing the FTT so it fits the European 
Market. It would not be optimal to directly copy an already implemented tax like the SDT, ever so 
successful, since the specific design of the SDT makes it more suitable for the UK. However, the 
experiences from other countries should still be considered and taken into account.   
 
                                                          
2
 HM Revenue and Customs is a department responsible for collecting direct taxation in UK 
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3.5 Schulmeisters arguments 
In Schulmeister’s paper, A General Financial Transaction Tax: A Short Cut of the Pros, the Cons and 
a Proposal, Schulmeister lists the different concerns and thoughts in the debate of an eventual 
implementation of the FTT in a pros and cons model.  
Six arguments are listed in both categories. One the pro side, which he indentifies as pro-FTT-
propositions (PP), we find the following arguments (Schulmeister et al. 2008: 3). Firstly (PP1), 
Schulmeister argues that there is an excessive trading on the asset markets due to short-term 
speculation being a dominant factor. These speculations can be seen as vague investments, since 
their primary function is profit gaining and not asset investing.  Secondly (PP2), he argues that an 
important issue is the volatility on long term investments. The FTT, would help suppress the 
volatility since it’s the short term speculations that are the main contributors to a volatile market. 
Thirdly (PP3), Schulmeister uses one of Keynes’ arguments, where he states that the overshooting 
of the exchange rates, interest rates, stock prices and commodities help speculation excel 
enterprise, thereby obstruct economic growth and employability. Fourthly (PP4), the FTT would 
enlarge the cost of the speculative transactions, hereby the shorter the time-span, the higher the 
cost, thus the FTT would have a stabilizing impact on asset price and improve the macroeconomic 
performance. Next PP (PP5) is the argument that an FTT would balance out the fluctuation effect 
created by an exemption of financial services from the value-added-tax. Lastly (PP6), an FTT could 
create a significant revenue for national governments or supranational institutions, which could be 
used to achieve policy goals or fiscal consolidation (ibid.: 3ff). 
Schulmeister also lists the cons which are pointed out by the opponents of the tax. These are 
identified as counter-FTT-propositions (CP). CP1: The high frequency transactions are needed for 
the modern financial market to move closer to equilibrium. Thereby an FTT would create barriers 
in achieving equilibrium. CP2:  Short term speculations are closely related to hedging3, thereby 
minimizing the risk distribution of trading. An eventual implementation of an FTT would enforce 
risk distribution. CP3: As speculation is important in both aspects of CP1 and CP2, when these 
aspects are not influenced, there would be a quicker movement towards equilibrium. CP4: If the 
financial transaction cost is increased, it would decrease liquidity, which in turns, would create 
                                                          
3
 Minimizing risk in financial transaction. 
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short-term volatility in asset prices, thereby creating a more unstable financial market. CP5: An 
internal overshooting caused by excessive speculation does not exist. Exogenous shocks are the 
main cause of not obtaining equilibrium. CP6: Transaction taxes and especially international 
transaction taxes are difficult to implement, and it is most likely that traders will find ways of 
circumventing the tax (ibid.: 4). 
 
3.6 IMF's working paper  
 
There are three types of transactions that are important to investigate and review in regards to the 
implementation of FTT. Those are: the exchange-traded instruments; over-the-counter 
instruments; and foreign exchange instruments (Brondolo 2011: 6). The administrative difficulties 
that arise from implementing such a tax are conceptual issues and mobility issues, such as the 
scope of the tax and the innovation in financial instruments. The conceptual issues, such as the 
scope of the tax, the actors involved, the taxable events, the base of the tax, and the taxable 
people are one of the main challenges that IMF investigates in relation to the implementation of 
the FTT. The high degree of mobility and innovation of the FTT creates possibilities for avoidance of 
the tax and migration of the non-taxing jurisdictions and non-taxed instruments.  
 
There have been some significant changes in the feasibility of the tax since the time that the FTT 
was proposed by Keynes and later by Tobin, as some developments facilitate the tax and some 
others complicate it (ibid.: 5). The exchange-traded instruments are easier to administer compared 
to other financial instruments (ibid.: 6). Moreover, they offer a number of advantages in 
introducing the FTT. One of the major advantages in implementing the FTT on exchange-traded 
instruments is the possibility to control the tax collecting process through clearinghouses, and this 
will facilitate administration of the tax and reduce the scope for tax evasion (ibid.: 18). The over-
the-counter (OTC) instruments markets are broader, nevertheless, more complicated than 
exchange-traded instruments markets, but less challenging to administer. To clarify, they are more 
complicated, because there happens to be two types of OTC, one type that is traded in well-
structured markets and are easy to levy a tax, such as bonds, and the second type that even 
though it is traded in well-structured markets, it is difficult to levy a transaction tax, such as OTC 
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derivatives (ibid.: 19).  
The difficulty consists in the nature of the OTC derivative, and the two main aspects that make this 
derivative difficult to apply the FTT on, are the high volatility of the value of the OTC derivative, 
and how the OTC derivatives are traded. First, the high volatility of these instruments is as a result 
of the value of the derivatives being dependent on the value of the underlying assets, such as 
commodities, financial security, rate, index, or the occurrence or magnitude of an event (ibid.: 21). 
Subsequently, the high volatility of OTC derivatives makes it more difficult for an FTT on such 
financial instruments to be administered. Second, the character of OTC derivatives trade is 
described as “dealer-intermediated”, meaning that one of the major dealers, such as large banks or 
security houses, is a party in the transaction, while the counterparty includes smaller banks, 
securities firms, mutual funds or hedge funds. However, the reason the FTT is difficult to 
administer in OTC derivatives, is because the OTC derivatives trading takes place through informal 
bilateral relationships, such as phone calls, electronic trading platforms, and other systems (ibid.). 
 
The foreign exchange markets is one of the largest financial markets, thus it is one of the most 
important markets to implement FTT, as it will give a larger revenue than the exchange-traded 
instruments or OTC instruments (ibid.: 33). 
4. Analysis 1 - The financial world 
The purpose of this chapter is to give an overview over the main actors, the arguments presented, 
and important events that have occurred around  the Commission's proposal for the FTT which 
was issued the 28th of September 2011. The IGs' arguments will be linked with the empirical 
chapter and compared with Schulmeister's observations, pro proposals (PP) and counter proposals 
(CP). The chapter presents the reader with further arguments in the debate and link 
Schulmeister's PPs and CPs with some actual arguments used in the debate.  
 
4.1 How the financial market started the crisis  
To understand the role of financial trading in the current financial crises, Schulmeister describes 
the difference between the amount of trading of goods and services, and the amount of financial 
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trading. Schulmeister indicates that the amount of financial trading, such as foreign exchange  
transactions is 70 times higher than world trade of goods and services, and the amount of stock 
trading is 100 times higher than business investment in UK, US and Germany (chapter 3.3 ). This 
shows the importance of the financial market in a country's economy, and its influence on 
contraction and expansion of the economy cycles. Schulmeister continues by stating that the 
number of financial transactions is much larger than underlying transactions, and it started 
growing 20 years ago, remarkably at the same time the US economy was experiencing a boom and 
the housing market was starting to build up the housing boom. Later on, interest rate securities, 
stock trading and foreign exchange trading were growing vastly. Moreover, it is important to stress 
that the derivative trading have the largest volume of trade than any other type of trading. 
Derivative trading had grown 84 times larger than the European GDP in 2006 (ibid). This means 
that derivatives was a factor in the financial market leading up to the financial crisis.  
 
4.2 OECD 
Organization for Economic Co-operation and Development (OECD) was founded in 1961 to 
stimulate world trade and economic growth. OECD issued the 06th of July 2011 a report where 
they point out that there exist two kinds of financial products: the first are the primary 
instruments that are connected with the creation of wealth. The second is the derivatives which is 
the transfer of wealth between traders for various purposes (OECD 2011: 3). The OECD report 
shows that the trading of derivatives is multiple times higher than the world GDP and has risen 
during the last decade, which is in correspondence with Schulmeister's observation 3 and the 
arguments in PP1.  Furthermore they state:    
 
"Historically, the OECD has been against a general Tobin tax due to the negative impact it could 
have on liquidity in otherwise open and transparent markets. While this view still stands, it is worth 
considering whether a transactions tax in the form of a regulatory charge could not be applied to 
the OTC derivatives market." (Ibid.: 30).  
 
Here we can see that OECD share the same perspective as Schulmeister's CP4, that liquidity will go 
down, but they do not see it as a problem because it will help reduce the unwanted speculative 
33 
 
trades and encourage traders to keep their assets for longer periods.   
 
4.3 Aspen Institute 
The 9th of September 2009, a group high standing business leaders and academics, including 
former chairperson of Goldman Sachs, John Whitehead and investor Warren Buffett, co-signed a 
statement (Aspen 2009) from the Aspen Institute where they expressed a wish for the financial 
world to stop focusing on: "value-destroying short-termism in our financial markets and create 
public policies that reward long-term value creation for investors and the public good."  (Aspen 
2012). This statement can be seen as an underlining of PP1 and PP2 which argue that short-term 
speculation is the dominant factor in the world financial market and contribute to high volatility in 
the market.  
4.4 Finansrådet and the Danish Central Bank  
On the 7th of November 2011, Finansrådet (The Danish Bankers Association), which is an 
organization representing Danish banks, published a consultation response to the Commission's 
proposal. The consultation stated that they strongly oppose the FTT. They believe that the tax will 
cause a negative impact on the EU GDP and reduce liquidity in the market, as stated in CP4. This 
will cause prices on financial assets to fall, the consequence being higher cost for businesses, 
leading to increased unemployment (Finansrådet 2011: 1). Another banker, the leader of the 
Danish Central Bank Per Callesen, stated the 25th of January 2012 that the tax will lead to a less 
efficient financial market and cause higher volatility, but the unwanted speculations will still be 
there, since the cost in these trades is very low compared to the potential profit (Finanswatch 
2012).  
 
4.5 CEPOS 
In December 9 2011, the Danish think tank, Center of political studies (CEPOS), released a report 
on their calculation of an eventual implementation of FTT. CEPOS  describes themselves as “an 
independent Danish think tank promoting a society based on freedom, responsibility, private 
initiative and limited government.” (CEPOS 2012). In their report, CEPOS states that an FTT would 
not have been able to prevent the recent financial crisis, decrease volatility, or address the 
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transactions it was intended to.  On the contrary, CEPOS argues that the FTT will have  an negative 
effect on the welfare and states the there is high uncertainty surrounding the FTT (CEPOS 2011: 1). 
CEPOS argue that the volatility in the market will go up, and not be reduced, if speculators are 
driven from the market, since they have a stabilizing effect (Ibid.: 5).  With this statement they are 
in line with Schulmeister's CP1, CP3, CP4, and PP4. Moreover, if the revenue is created from taxing 
the banks and financial institutions, the tax burden will in the end lie with their customers, i.e. the 
citizens and businesses. CEPOS estimates that the Danish citizens will lose 1525 DKK to the tax and 
1740 DKK in prosperity per year if the FTT is implemented. This conclusion is found by taking the 
57 billion Euro in revenue the Commission expects to gain, and split an amount of this onto each 
Danish citizen, based on the expectation that each Dane is active in the investment market 
through entities like pension firms (Ibid.: 14). Interestingly, they acknowledge that the revenue will 
be gained as the Commission calculates, but argue that this money are taken directly and equally 
proportional from all citizens, thus meaning a loss in welfare.    
 
4.6 Ernst & Young 
In the beginning of  January 2012, Ernst & Young issued  their Eurozone Winter Forecast, where 
they estimated the economic consequences of the FTT.  Ernst & Young is one of the largest 
accounting firms in the world. The firm, with base in London, is spread out in more than 140 
countries. The report states that the FTT will leave a hole in the EU regions budget by 116bn Euros. 
Ernst & Young claim that the assumptions made by the Commission in its proposal are too 
optimistic in regard to the fall in the amount of trade that the tax will cause. They claim that the 
tax will lead to a fall in economic growth and state that the FTT will not reach the desired results 
unless a similar tax is introduced globally (Ernst & Young 1: 3). Hereby they also disregard 
Schulmeister's PP6 which assumes a revenue will be available. In their Winter 2011/2012 forecast 
they state that even though Great Britain choose to opt out of the FTT, their current revenue from 
their SDT will decrease substantially (Ernst & Young 2: 23). 
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4.7 Commission's 2012 revenue report 
The European Commission issued on the 23th of March 2012 a new report on the FTT with 
calculations on the possible savings for the EU countries if the tax is introduced. The proposal 
builds on the idea that the revenues of the tax will go to the EU budget, thereby cutting down on 
the individual countries contributions to the budget. For Denmark the estimated savings will be 
1026 million Euro in 2020. For Germany the savings will be ten times as much with an estimate of 
10753 million Euro. For the EU as a whole the savings will be 54226 million Euro. The report is 
based on calculations from 2010 where the Commission estimated that the tax will garner 57bn 
Euro for the whole of EU. Assuming that the amount of transactions will follow the expected 
increase in EU GNI, the revenue will be 81bn Euro in 2020. Two thirds of this will be used to 
finance the EU budget (Commission 2012). 
 
4.8 The case of the SDT and STT 
Schulmeister explains how similar taxes to FTT, such as the STT in Sweden and SDT in UK were 
detrimental and beneficial, respectively, to the economy of these countries. The Swedish STT was 
not very beneficial to Sweden, as, according to Schulmeister, the revenue was not substantially 
high, and many of the foreign and domestic traders found ways to circumvent the tax. Moreover, 
the domestic traders would reduce trading and thus reduce transactions and investments in 
Sweden (chapter 3.4.1). The main difference, according to Schulmeister, between the STT in 
Sweden and the SDT in UK, is also the reason why the SDT worked well and the STT did not. To 
specify, the main difference between the two types of taxes was the range of applicability of these 
taxes, their scope, and the possibility to avoid them. This means that the implications for the 
financial actors affected by these taxes differed, as the scope of STT was domestic transactions, 
while SDT had a global focus on companies incorporated in the UK.  In this sense, it was easier to 
dodge the STT than the SDT, because companies should move most of their firm and headquarters 
out of the UK to do so, while foreign investors could find a foreign broker to avoid the STT (chapter 
3.4.1). Furthermore, one of the other significant differences that played a role in the outcome of 
implementing STT and SDT, was the number of traders levied by the tax. To clarify, the STT was 
paid by both the buyer and seller, while the SDT was only paid by the purchaser(chapter 3.4.2)  
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4.9 Conclusion 
Although there have been presented different opinions on the implementation of the FTT, there is 
a distinction between the main arguments for and against such the FTT. It is understood, by the 
opponents of the FTT, that the major concerns on implementing it would be the decline of 
economic growth: It will cost the EU 116 billion Euros; it will cost the Danish citizen 1525 DKK; and 
it will deregulate the market instead of regulating it. Furthermore, the EU will take a risk of 
migration of businesses, firms, investors and traders, such as the case with the STT, which is in line 
with Schulmeister's CP6. However, the Commission's proposal argues that the EU will gain by 
implementing the FTT, and it will generate more economic growth in the EU in the long run. The 
arguments made by the Commission include: the revenue of 57 billion Euros that will be used to 
fill the EU budget; decrease speculative transactions that harm the financial market; and decrease 
high-frequency trading. Thus serving as a financial market regulator, it would give a more 
equalized distribution, as the high income groups would carry the tax burden, and help prevent 
future economic crisis (Commission 2011). Nevertheless, looking back at the financial markets 
activities during the financial crisis, and the implementation of SDT and SST, the success and 
outcome of implementing the FTT in Europe will highly depend on its design and the reaction of 
the financial market. The design and implementation of the FTT will be discussed further in 
analysis 3.  
 
In conclusion, when looking at the debate it is notable that it surrounds different focus points of 
the consequence of the FTT. The chosen actors arguments are similar to the PPs and CPs identified 
by Schulmeister and we can hereby point out the main discussion points in the debate. Regulating 
the behavior of traders is the main part of the idea of the FTT, to get traders to trade in a different 
way.  These behavioral patterns are obviously closely related to the Commission’s wish of a 
reduction in high frequency and short term trades. This area is a central point in the discussion, 
since there is a difference in interpretation of the consequences of short term trading. Moreover 
the volatility and liquidity in the financial market also seems to be a highly debatable topic, when 
talking about the FTT. Lastly there is the more political discussion on how the revenue is 
generated, if there is a revenue at all, and how it should be used. It is notable that even though 
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the data are similar, opposing results are surfacing.  The two parts of the discussion seems 
influenced by different ways of economic thought, and these thoughts are the barrier of 
consensus.  
 
5. Theory 
5.1 Keynes 
John Maynard Keynes (1883-1946) was a British economist and is considered one of the founders 
of macroeconomic theory. His most influential work was done around the Great Depression in 
1933 and his theories involved ideas on how to get the economy back on track, and keep it there. 
This is described in his book The General Theory of Employment, Interest, and Money published in 
1936.  
5.1.1 The main theory in short 
Keynes opposed the dominating economic theory of his time, the classical theory which proposed 
a minimum interference from the state in the economy, as the economy was supposed to be able 
to regulate itself into a state of equilibrium (chapter 5.2). Keynes proposed an active role of the 
state to escape the great depression by using fiscal and monetary policies, such as public 
investments and a lowering the interest rate (Skidelsky 2010: 174). The main deviation from the 
classical economic theory was Keynes’ idea that unemployment was caused by lack of aggregate 
demand instead of lack of supply.  The consequence is that a lowering of the wages would not 
help the economy, on the contrary it would start a negative spiral that would worsen the situation. 
The argument is that lower wages would mean less money for the households to spend and 
thereby less demand (Jespersen et al. 2004: 131). If one wished to increase demand and 
productivity to overcome high unemployment, the state should lower the interest rate and make 
public investments. A lower interest rate would mean that the households would be less 
interested in saving their money and more willing to consume.  
5.1.2 Keynes on speculation and stock trading  
Keynes makes the comparison between old-school investments and the stock exchange 
investments where he points out that in the old days, investments was made by the people who 
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was going to profit directly from it, e.g. a farmer investing in grain and seed to feed his animals 
and grow a crop to sell later on. Keynes makes the observation that the stock exchange market 
has detached investments from the people who are directly influenced by the outcome, meaning 
that the investments are no longer irreversible. An example of the difference between the stock 
exchange investments and the committed investments is given by Keynes with his explanation of a 
farmer. The daily trading of stocks and movement of investments, can be exemplified by a farmer 
deciding to sell his farm and relocate his investments for an hour or two during a storm, or over a 
couple of weeks during a less fertile period. The constant revaluation of the assets which occurs at 
the stock market, removes the commitment and gives the investor a possibility of abandoning his 
projects, at the expense of the community where the farmer is situated (Keynes 1936: 61). 
Keynes was of the opinion that the stock exchange had a decisive influence over the rate of new 
investments, since there would be greater incentive to buy existing secure companies rater than 
starting up new ones. If new companies were to be established there should be a high possibility 
to offload it on the stock market with immediate profit. It is clear that Keynes observed that the 
constant revaluation, i.e. buying and selling of investments on a frequent basis, was problematic. 
But what decides the price and revaluation of the investments?   
Keynes points to the effects of mass psychology as one of the main valuation factors of 
investments, and this factor gives proliferation to speculation rather than a real valuation of the 
value of a stock. This means that it would be bad business to buy a stock which you were sure was 
valuated too low of its actual value (Ibid.: 62). As an example, let us assume that the current price 
of an investment is 100€ and you judge it be worth 125€ in reality, but at the same time you 
estimate that the effects of mass psychology and ignorant traders will bring the value of the stock 
down to 50€, thereby making the investment unprofitable. Keynes is clearly of the opinion that 
the market is unable to set the investment value at the actual price. The idolizing of liquidity, the 
ability to sell and buy stocks at will, is therefore what undermines the real new investments and 
favors relocation of existing investments. Keynes view on the role of liquidity is expressed vividly in 
the following:   
"Of the maxims of orthodox finance none, surely, is more anti-social than the fetish of liquidity, the 
doctrine that it is a positive virtue on the part of investment institutions to concentrate their 
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resources upon the holding of “liquid” securities. It forgets that there is no such thing as liquidity of 
investment for the community as a whole." (Keynes 1936: 62) 
 
The objective of an investment is no longer to plan and develop new investments for the good of 
society as a whole, which should be the goal of investments. Instead the goal has become, as 
Keynes describes it, to beat the gun (Ibid). To beat the gun is an American expression for 
outwitting and outmaneuvering the masses to get in front, by selling and passing on the less 
valuable assets, e.g. to sell shares with a higher price than its actual value, then pursue new 
investments and afterwards repeating the process again. According to Keynes, this leads to a focus 
on a:  
 
"battle of wits to anticipate the basis of conventional valuation a few months hence, rather than 
the prospective yield of an investment over a long term of years" (Ibid). 
 
Keynes compares this kind of investment with a social game were you dance around a number of 
chairs. When the music stops, you sit. Those who did not time their movement right and is without 
a chair are out of the game. Another comparison of Keynes is a game where you have to guess the 
answers of others and not give your own opinion on a number of issues, thereby leading not only 
to anticipate in two levels but in three or more levels. Keynes believed that a market dominated 
by this kind of game-players over serious-minded individuals (Ibid.: 63) is created since it has 
become more difficult to foresee the result of investments with long-term expectations, and the 
amount of work and risk is far higher, than it is to conduct day to day trading. Furthermore, the 
predominance of long term traders is threatened by the human nature which desires a quick fix 
rather than long term tedious planning. Even more important, the trader who does not deliver this 
kind of instant profit due to long term planning will receive more critique from the public and will 
need a bigger safety net from a possible lender of the money to investment, a lender that possibly 
wants near instant results and payback (Ibid.: 63).    
 
Keynes defines the term speculation as the actions of the above mentioned game-players, the 
traders who spend their time figuring out how to beat the other traders in the short term. He uses 
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the term enterprise to describe the actions of the long term traders who tries to forecast the real 
value, the prospective gain of an asset over its entire lifetime. The problems mentioned so far are 
summed up in the well known quotation of Keynes: 
 
"Speculators may do no harm as bubbles on a steady stream of enterprise. But the position is 
serious when enterprise becomes the bubble on a whirlpool of speculation." (Ibid.: 64). 
 
With the above mentioned view on investments, it is no wonder that Keynes as early as in 1936 
proposed a financial transaction tax.  The current economic crisis is similar with the one in 1936, 
and Keynes accredited some of the blame for the economic failure to the laissez faire capitalist 
economic thought that dominated at the time. He even went as far as to compare stock exchanges 
with casinos, in the way that it would be better for the public interest if the casinos were 
expensive and inaccessible (Keynes 1936: 64). As a measure to avoid excessive speculation and to 
make the market less liquid, Keynes was of the opinion that: 
"The introduction of a substantial Government transfer tax on all transactions might prove the 
most serviceable reform available, with a view to mitigating the predominance of speculation over 
enterprise in the United States." (Ibid.: 64) 
This idea was build on a comparison of the British and American stock markets, were Keynes 
observed that it was not the good heart of the London stock dealers that had insured that Britain 
was less hurt by the crisis than the US. It was due to the high entrance- and transaction costs that 
were to be found in the London Stock Exchange. That Keynes saw the speculative acts as one of 
the roots to evil is made clear the following statement:  
"The spectacle of modern investment markets has sometimes moved me towards the conclusion 
that to make the purchase of an investment permanent and indissoluble, like marriage, except by 
reason of death or other grave cause, might be a useful remedy for our contemporary evils. For this 
would force the investor to direct his mind to the long-term prospects and to those only." (ibid) 
This line of thought is in stark contrast to the kind of stock trading that we see today, such as the 
high frequency trading (HFT), and we would assume that Keynes would be in favor of the FTT as 
this tax of course seeks to eliminate such trading.  
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5.1.3 Keynes economic policy - Uncertainty and aggregate demand 
The dominating economic theory of the time of Keynes publication of the General Theory was that 
the amount of production in society was given by the production capacity - that supply always 
creates its own demand - a theory also known as Say's law (Skidelsky 2010: 88). Keynes opposed 
this view and stated that the aggregate demand (AD) was what should be in focus. The aggregate 
demand is the amount of production the company owners expects to be able to sell with surplus 
(Jespersen et al. 2004: 131). This planning is based on animal spirit, what has happened before and 
political development (Ibid). The aggregate demand is therefore what determines the production - 
and thereby the level of employment in the society. Therefore, an increased tendency to save will 
lead to less AD and therefore less willingness to make new investments, or said in another way, 
less demand for the money in supply. In a society with high uncertainty for the future, people will 
save their money to be sure that they can survive in the future. This is known as the saving glut 
which is what keeps the society in recession and leads to business cycles (Jespersen 2002: 61). 
The concept of uncertainty plays a huge role in Keynes theories. He believed that the future is 
uncertain since, when actors enter contracts they possess a limited amount of knowledge 
(Skidelsky 2010: 83). This broke with the idea of a tight link between supply and demand. It is the 
uncertainty that form consumers decisions and the ratio between consumption and savings. When 
making investments we are making calculated risks or acts of faith, since there is no way to be 
sure that the calculations and forecast are accurate. These are thereby false insurances. If society 
is dominated by a great uncertainty about the future, the willingness to invest and consume 
becomes smaller (Ibid. 89-90).  
To overcome the recession and the problems mentioned above, it was Keynes' idea that monetary 
and fiscal policy should attempt to ensure full employment. The monetary side of the policy 
should be taken care of by the central bank, who should keep the interest rate low to avoid the 
saving glut and make it more favorable for firms to make new investments. Moreover, if the 
interest rate went up it would, according to Keynes, be very difficult to get it down again, this is 
due to future expectations of high rates. The fiscal policy should keep demand high with 
government investments, to overcome lack of investment in the private sector (Jespersen et al. 
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2004: 133). This is opposite a neo-classical equilibrium thinking which argues that the level of 
unemployment is caused by too high wages. The firms find it too expensive to hire people at the 
current wage level, and for more people to be employed the wage level should be lowered (Artis 
& Nixson: 2007).  
5.2 Milton Friedman 
Friedman perspective of actors was linked to the traditional economic approach. Here we follow 
the assumption that economical actors behave rationally and strive to maximize profit and utility 
(Christensen 2002: 44). Speculation is not destabilizing, but rather stabilizing, as Milton Friedman 
describes in his work Essays in Positive Economics (Friedman 1953: 175). Speculations are the 
trading of financial instruments that have a low marginal safety, being considered as unstable in 
value prices, and as risky investments. Generally, these investments are short-term, and are 
characterized by short-selling of instruments, such as bonds, stocks, commodities, currencies and 
others. Speculations are committed deliberately from investors for money earning purposes (ibid.: 
162). In this section we will look into the exchange rate speculations, especially flexible exchange 
rate, and its impact on economy. In certain situations, speculative transactions on exchange rate 
can provide the country with reserves to absorb temporary surpluses or temporary deficits. To 
specify, if a decline in domestic currency rate is likely to happen, there is an incentive to buy the 
domestic currency for resale at a higher price. However, if the exchange rate is set by permanent 
factors, the speculation transactions will speed up the rise or decline in the exchange rate (ibid.: 
162). 
 
5.2.1 Speculation in foreign-exchange market  
The main point Friedman makes in this part of his text is that speculations in foreign exchange are 
not necessarily destabilizing. Although it was believed that speculators would make the 
movements in the exchange rate sharper, because they would take a decline as a signal for a 
further decline, evidence from free markets, such as Switzerland, Tangiers, and elsewhere, seems 
to suggest that speculation is stabilizing, rather than the contrary. However, the evidence has not 
been analyzed sufficiently to make a conclusion with confidence (ibid.: 175). 
Friedman argues that if one was to think of speculations as being destabilizing, then one had to 
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take into account that this is equivalent to saying that speculators lose money, as speculation can 
be destabilizing only if speculators on the average buy when the currency is high in price and sell 
when it is low (ibid.: 175). However, Friedman does not overlook the possibility of speculation 
being destabilizing, as there is a possibility amateur speculators regularly lose large sums of money, 
while professional speculators make money. Nevertheless, he argues that there is no reason to 
presume that this will happen, namely, that speculators on the average will lose money. 
Furthermore, Friedman argues that if speculations were destabilizing, then a government 
institution, such as the Exchange Equalization Fund in England, would make a large amount of 
money by speculating in exchange and in the process eliminate the destabilizing speculation. 
5.2.2 Speculation in case of government intervention 
At a time where speculative movements were anticipating a depreciation of a currency, which 
threatened a change in exchange rate, the speculative movements were considered as 
destabilizing (ibid.: 176). However, if the speculators are right, and they anticipate that the market 
forces are at work, a depreciation of the value of the currency is not affected by speculative 
activity. The speculators were understanding this, hence we can call speculators destabilizing as 
much as stabilizing (ibid.: 177). 
 
5.3 James Tobin 
The FTT are frequently referred to by politicians and the media as a Tobin tax. It is therefore 
natural that we take a closer look at Tobin's proposal for a tax, as presented in his paper A 
Proposal for Monetary Reform from 1978. Tobin's proposal only considered a taxation of currency 
transactions, hence the use of the term Tobin tax as a substitute for FTT is rather misleading. None 
the less, some of Tobin's ideas are worth noting in relation to the FTT, and we will in the following 
section make a presentation of the proposal.  
Tobin's idea came as a proposal to solve an increasing problem with the excessive liquidity of the 
exchange rate of currency, a problem which came with the termination of the Bretton Woods 
system in 1971 (Tobin 1978: 153). The problem was an excessive movement of capital, which 
caused trouble with countries' interest rates and their possibilities to pursue economic policies, 
was further problematic due to speculation on exchange rates. To solve this problem there was 
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according to Tobin two solutions: The first in short can be seen as a "one world" proposal, which 
argues for a common currency, and common fiscal and monetary policies between all nations, but 
Tobin did not envisage this to be a realistic possibility; the other solution is the taxation, a 
measure which should ensure greater autonomy for the countries to pursue their own economic 
policies with less disturbance from the currency exchange market. Tobin puts it as: "...to throw 
some sand in the wheels of our excessively efficient international money markets." (Tobin 1978: 
154). 
With the term efficient market, Tobin's makes it clear that this should only be seen as 
mechanically efficient and not efficient in terms of actors having full information, because as he 
explains, the exchange market is adrift without anchors (Ibid.: 157) when the gold standard is no 
longer there for the currency to measure against.  According to Tobin, speculation is the dominant 
preoccupation for actors on the market, as in all markets. The problem with speculation in 
exchange rates is that there is no existing equilibrium to which transactions can move towards. 
This is because there is no anchors and no qualified way to tell how exchange rates should be 
compared. Therefore, there is no qualified information available for rational acting individuals to 
base their expectations on, and thereby plan their trading. Actors dealing with speculation cannot 
help drive the prices towards the equilibrium as speculation normally can. This is why the tax is 
needed; to create a more stable market that avoids the market going adrift. Practically, the tax will 
be agreed upon internationally. It will be a taxation on trading between countries with goods, 
services and assets where the payments is in different currencies (Ibid.: 159). Tobin is aware that 
the taxation is difficult to implement and that people will find ways to avoid the tax. On the other 
hand, Tobin states that the difficulties in avoiding the tax will be as cost full as paying the tax, 
which should ensure its efficiency.  
 
5.4 Schulmeister's worlds 
Schulmeister raises a fundamental question to take into consideration when we apply our theory: 
 
"Does the empirical evidence concerning transaction volumes, trading behavior, and price 
dynamics in financial markets fit into the picture drawn by the proponents of an FTT or does this 
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evidence rather support the view of traditional (equilibrium) economics?" (Schulmeister et al. 
2008: 8) 
 
To answer this question, he sets up three worlds of understanding financial trading (not to be 
confused by the worlds in our own methodology!) 
World 0 represents the ideal world, the world where all traders have perfect knowledge, there is 
no transaction cost, and the market reacts instantaneous and is frictionless.  
 
World 1 is the opponents of the FTTs view on the financial world. In this world all traders have 
access to the same information and are behaving rationally, but they do not know the actions of 
other traders and their expectations.  
 
In World 2, we find the proponents of the FTT. This world is dominated by irrational traders who 
do not possess the same kind of information as each other. The traders in this world base their 
trading on the market trends e.g. if the market goes up they will buy due to expectations that the 
stock will rise even further. This can be strengthened by an optimistic feeling about the future that 
will encourage them to buy even more. In this world we also see examples of herding, which 
means that traders do the same as everyone else. The bull and bear traders, as described in 
chapter 4.4, are also very influential here. They do their trading based on guessing on how the 
other traders will act and plan their investments accordingly (Schulmeister et al 2008: 12pp). 
 
As an example of how the different economic perspectives in the worlds influence the arguments, 
Schulmeister uses the example of liquidity. One of the arguments of the opponents in the debate 
is that the FTT will create a fall in liquidity and hereby make the market less efficient, see CP4. 
Schulmeister argues that the link between high liquidity and market efficiency has no relevance in 
world 0, as prices here immediately would jump to their new equilibrium, making no need for 
liquidity on the market to help find this point.  
In world 1, liquidity is necessary for prices to find the equilibrium, since a number of trades is 
necessary for the price discovery in the market, that is, to let the price adjust itself to the 
equilibrium (Ibid.: 9). In world 2, liquidity is not necessarily beneficial, as the market is dominated 
by traders as above explained. This means that for a price to adjust to its equilibrium it will most 
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likely over- and undershoot before it will reach this point, which makes the process very long 
compared to world 1, resulting in a unstable market.  So if we assume that world 2 is more in tune 
with the reality of the market today, then less liquidity will be a good thing, as it will help avoid 
excessive price movements. Only a small amount of liquidity is necessary for the market to adjust 
itself to the equilibrium, and the FTT will help dampen speculation which is made possible by 
excessive liquidity (Ibid.: 10). 
 
Another point in the discussion on the FTT, is the aspect of volatility. As we saw in CP4, the 
opponents of the tax argue that a decrease in liquidity will cause the short term volatility of asset 
prices to increase. The proponents argue that it is the volatility of prices in the long run  that is the 
problem, as we saw in PP2. The different views upon the question of the FTT’s influence on 
volatility are caused by lack of consistency in the use of the term. Schulmeister asserts that there 
are three different meanings of the concept, two of them of relevance for the discussion. 
The first one is the statistical short-term volatility which describes an asset’s statistical variation in 
its returns, calculated over the price data of a day or within a day. It is this volatility the opponents 
have in mind when they address this issue. The other meaning is used to describe "the long swings 
of asset prices around their fundamental equilibrium" (Ibid.: 11) and is related to the over- and 
undershooting of an asset’s way to its equilibrium as described above in world 2, and therefore 
the volatility pointed to by the proponents. It is calculated over annual data.  These  two kinds of 
volatility are independent from each other, and is calculated differently which makes 
communication difficult, since opponents are concerned that less liquidity will cause high volatility 
in the price of assets in the short run, while the proponents argues that the tax will help lessen 
volatility in the long run (ibid.: 11).  
 
 
6. Analysis 2 - The theory applied  
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There are two main aspects in the proposal for an FTT in the Commission's report and in the 
general debate. The first is that the financial market and investors are responsible for a large part 
of the current financial crises, and therefore regulation is needed. The second one is the revenue 
that will be gained, and the possible positive impact this revenue will have in the MS's and the 
EU's budget (chapter 3.1). Again, the financial market carries the blame for the crises, and they 
have to pay their part of a rebuilding the shaky European economies. The following chapter, 
where we apply our theory to the empirical data and the main arguments in the debate, will 
therefore be build around these issues. We will be discussing each subchapter first from a neo-
classical  view and hereafter from the realist point of view.  
 
6.1 Economic ways of thinking 
The General Equilibrium (GE) theory of Walras is the essential blueprint for the foundation of 
neoclassical view of economics (Walker 1989: 133). The GE-theory views market equilibrium as the 
fundamental scope of economic policy. According to Friedman, neoclassical economy is a positive 
economy, as it is not normative in its approach, but rather positivistic, meaning that it tends to 
describe the market rather than suggest a model of it. The neoclassical model is based on 
theoretical assumptions of the market economy (chapter 5.2). According to Walras, the role of the 
government is to guarantee equal opportunities to individuals, and increase incentive. The equal 
opportunities come as a result of a just distribution of initial resources between the state and 
individuals (Walker 1989: 135ff). Furthermore, government intervention would affect working, 
saving, investing and accumulating, and it would reduce incentives (ibid.: 201). One of the main 
distinguishing views between realist economists and monetarists is policy-making. Monetarists 
argue that monetary policy is more effective than fiscal policy, as monetary policy would make a 
significant change by increasing the consumption and investment level, thus the economy would 
experience growth. Thus, when a government interferes in a market, it will be disrupting the 
equilibrium. 
 
To be able to understand the realist economist point of departure, one must understand the 
realist’s approach to research and understanding hereof. The primary distinction of a realist, is the 
pursuit of understanding the real world. This influences the realist economist to base the findings 
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on empirical data, since a theoretical basis would not necessarily represent the real world. This 
follows a responsibility of pursuing objectivism when portraying the ontology, since the realist 
ontology is the real world, therefore this world view should not be influenced by the perceptions 
of others (Chapter 2.2.1). Hence, when a realist economist is trying to understand the financial 
market, the economist observes the market first, and thereby bases his findings on this 
observation. 
 
6.2 Behavioral patterns of  traders 
In the Neo-Classical school of thought, it is an assumption that economic actors behave rationally. 
This is no different in the financial market. Thereby we can also assume that actors on the financial 
market are thriving towards utility maximization and profit maximization (chapter 5.2). When 
looking at the actions of a rational agent, similarities surface when making a comparison with 
Schulmeister’s world 1. Here the actors are also rational thinking, profit optimizing, and have full 
information about the market. If the European Union intervenes in the financial market by 
introducing FTT, it would, from a neo-classical stand point, change the actions of traders, since the 
incentives will be reduced, and greater profit maximization might be found elsewhere. When 
looking at the case of the STT in Sweden, Schulmeister lists the four assumption of how the 
financial actor reacted (chapter 3.4.1).  If greater profit maximizing can be made in other financial 
markets or on a substitute, the rational behavior of an economic agent would be to do so. The 
high frequency trader that uses computer calculations and a algorithm platform to trade, would be 
acting more rational than other types of traders, due to mathematical patterns.  
 
As we know, Keynes did not believe that traders behaved rationally. This means that the 
assumption that market prices will naturally find the real equilibrium is incorrect, since 
irrationality leads to an over- or under-estimation of the real price. This is made problematic 
because of the amount of trades which are conducted with the only goal of double guessing the 
acts of other traders. This observation is in line with Schulmeister's theory about the proponents 
of the FTT's view on the financial market as presented in his world 2. The example of herding put 
forward by Schulmeister, where traders behave like the majority of other traders, creates either 
bull or bear markets. This is a symbol of investors not acting rationally. It is easier to act like the 
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majority of traders to get the profit, since more investment in a company would create growth in a 
specific stock. Schulmeister assumes that the groups of traders with the most losses are the 
private traders. He assumes that there has been an increase of traders outside the large trading 
organizations. It is arguable that the organizations’ great profit from trading is generated at the 
expense of the private traders. Schulmeister states that this is difficult to measure empirically, 
since among these circles it is often the profit that is discussed and not the losses (Schulmeister et. 
al. 2008: 42).  This can be put in perspective with Schulmeister's world 2, where all traders do not 
share the same information. It can be argued that it is easier to organize trading within the 
network of a trading organization, who can act quicker in the financial market, compared to a 
private investor, that are working individually. When the big organizations are acting first the small 
investors are left with herding as a response, often with a loss as a consequence. 
 
6.3 The issues of short term trading and speculation 
The opponents of the tax argue that high liquidity is necessary for the price discovery of an asset's 
value and the high amount of trading is step by step bringing the price to its equilibrium.  
Furthermore they argue that volatility will increase, measured as short term volatility, because 
liquidity goes down. This is because the short term trades, which reveals other traders valuation of 
an assets value, decrease. This is due to higher transaction costs and hereby less liquidity in the 
market which will result in a over and undershooting of prices in investments. This results in a 
unstable market with high price fluctuations (chapter 3.5). 
 
With regard to the HFT one could also argue that computers act rationally with the algorithms on 
which they trade, which ensures that the prices always will stay around the equilibrium and 
hereby help create full information and make up for irrational traders, since they buy and sell as 
soon as prices get too far away from an asset’s correct price. 
 
According to Friedman, speculation is not necessarily destabilizing as explained in the theory 
chapter. As Friedman believed, in a market with flexible exchange rates, speculators plays a 
stabilizing role rather than a destabilizing one. To clarify, when speculators are right, and they 
anticipate the market forces to work in order to regulate the change in exchange rate, speculators 
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would help stabilize the market  (chapter 5.2). Hence, in this case speculation is necessary to 
achieve asset equilibrium, and HFT/short-term trading is beneficial, since it creates high liquidity, 
which eventually will help the path of an asset towards equilibrium. Worth noting is the fact that 
speculation generally means short-selling, thus, an FTT would lower the rate of speculations in the 
financial market. This opinion is also shared by The Danish Bankers Association, where they assess 
that the implementation of the FTT would reduce liquidity in the market (chapter 4.4). In 
Friedman’s terms this would mean that the market would have less forces working to stabilize it, 
hence, the FTT would be considered as detrimental for the economy. 
 
Keynes made the distinction between speculation and enterprise, and saw financial trading as 
being disconnected from investments that led to real gains for the society, and more focused on 
the profit made by the actual trading in itself. This was in 1936 but Schulmeister’s empirical data 
suggest that this would still be the case in current society. When the amount of financial trading of 
derivatives rises to approximately 84 times the value of European GDP, which is the measure for 
the actual increase in a society’s welfare, and therefore a benefit for the society, we could be led 
to think that the speculations are approximately 84 times higher than enterprise in the financial 
market. This would of course be a harsh assumption since there must be a genuine necessity for 
firms to relocate investments more than once in order to control their businesses and 
investments. On the other hand, the increase in trading with derivatives and the sudden collapse 
of the European financial market has shown that some trading is purely speculative since, from a 
realist’s perspective, there was no real value behind the transactions that could stabilize the 
market and hinder a collapse.   
That the amount of trading has increased immensely during the last decade can be partly due to 
the enhanced efficiency of the financial market caused by the implementation of computers and 
Internet in trading. The phenomenon of HFT, where computers are doing the trading based on 
complicated algorithms, has removed the human assessment of an asset’s real long term value 
and made the company in which you invest, relatively irrelevant. In short, HFT is purely speculative 
and has no real value for the society, seen from a realist point of view. 
The political advisor from IBIS (P1 Debat 2012) among others stated that he did not hope or wish 
that his pension portfolio was traded around from day to day but was invested in stocks with the 
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goal of keeping it as long as possible, preferable in time-spans as long as ten years. This was a 
counter argument to the statement from CEPOS who argued that pensioners would lose around 
1525 DKK a year if the FTT was implemented (chapter 4.5). These arguments center around the 
debate as to how long assets should be held and how the FTT will hamper the possibility of short 
term trading and HFT, and weather other trades, aside from long term investments, are necessary. 
 
Keynes proposal to counter the above mentioned problems in trading caused by speculation and 
irrational traders, was to make financial trading more inaccessible and reduce the benefits of 
speculation. This is the same argument that we see forwarded by the proponents in today's 
debate, the argument that liquidity in the market has to be reduced in order to hamper 
speculation and excessive trading. This argument is not only defended by Keynes in 1936 but also 
from a more recent economist, Schulmeister, who states the following: 
 
"These observations suggest that asset markets are characterized by excessive liquidity and 
excessive price volatility leading to large and persistent deviations from their fundamental 
equilibria." (Schulmeister et al. 2008: 2) 
 
Tobin also believed that the market was dominated by speculation, but even though he is a 
proponent of the realist school of thought, he was of the opinion that the traders on the market 
were rational acting individuals, but unable to find an equilibrium for currency prices, as it is 
impossible to define one. Tobin’s proposal was also to introduce a tax to reduce the volatility on 
the market through less liquidity (chapter 4.3). The problem with currency speculation is as much 
of a problem in the present as it was in the past, as shown in Schulmeister’s empirical data where 
he states that currency trading is almost 70 times higher than the world GDP (chapter 3.3).   
The aspect of volatility is a contested one as we have already shown in the theoretical chapter, 
which leads to the paradox that opponents and proponents have opposite arguments on the 
consequences of the FTT. When the proponents of the tax argues that the FTT will cause less 
volatility, they are referring to the long term swings in the market caused by bull and bear traders, 
as mentioned by Keynes and Schulmeister. The FTT will help shorten the economy’s up and down 
cycles by reducing the liquidity in the market. 
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6.4 Revenue  
Since neo-classical economist think that fiscal policies has no effect, the argument of a revenue to 
reduce unemployment through public investments is not something that will make them more 
favorable towards the FTT. To clarify, the policy-making of politicians influenced by neo-classical 
thinking focuses on monetary policy, as they consider fiscal policy to be ineffective (Christensen 
2002: 45). This does not mean that they will not welcome a revenue. A revenue should be used to 
cover up states' deficits and could be seen as a way for governments to fulfill the agreements in 
the fiscal pact (EU oplysningen 2012). The really important aspect of the revenue discussion is, 
however, that the opponents dismiss that there is a revenue at all. On the contrary, as we have 
seen Ernst & Young argue, the GDP will go down and investment will fall due to the arguments 
presented in this chapter. This means that the revenue from the FTT will not affect the economy 
as much as a change in interest rate would, or regulatory policies on real wages would. 
 
Moreover, neoclassical economists express strong opposing views to the idea of state 
interventions in the economic and financial markets, as the market regulates itself, and all external 
interventions, such as state intervention will disturb the market equilibrium (chapter 5.2.2). In 
such terms, the FTT is viewed as a state intervention and it will have a negative impact on the 
economy, because it will deregulate the market by disrupting the natural course of events of the 
market forces. The hole that the FTT will leave in the EU economy, as calculated by Ernst & Young, 
will be 116 billion Euros, and according to The Danish Bankers Association the FTT will have a 
negative impact on the EU GDP. 
 
The revenue estimated by the Commission, which in the end should give more money to the 
member states, opens up for the possibilities for expansive fiscal policies favored by realist 
economist. With the skyrocketing rates of unemployment in Europe especially within the young 
generations (EC 2012), the tax would seem as a unique chance for the politicians to make real 
investments that would increase the welfare in the MS and insure further growth, as clarified in 
the realist theory chapter. If the revenue in reality will be used for this or just to cover up some of 
the national deficits within the countries is another matter. Tobin argued that the fluctuating 
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currency prices would negatively influence countries possibility to lead fiscal and monetary 
policies. Furthermore, if the FTT would not change the behavior of speculators, and thereby not 
succeed in stabilizing the financial market, the revenue could then be used as a stabilizing factor, if 
another eventual financial crisis should occur. 
 
6.5 Conclusion of analysis 2 
In conclusion, when looking at the FTT and financial market from both a realist and neoclassical 
point of view, different concerns and problems need to be met, when designing an FTT. The 
concerns and problems are distinguished by diverse ways of looking at the market and the 
underlying mechanics that characterize the market.  
When looking at the traders in the financial market, the main difference is that the traders in the 
neoclassical world behave rationally and the traders in a realist world behave irrationally. In the 
neo-classical mindset the trader is always utility and profit maximizing, whereas the trader in the 
realist world are influenced by a tendency to herding, as a result of lack of full information. The 
use of HFT contributes to the effectivity of traders and can be seen as a further rationalization of 
the traders action. These tools can be used by the speculator to gather profit in bull or bear 
markets.  
 
Keynes believed that one of the main problems of the economic developments in the society was 
the tendency that financial trading was shifting towards a more speculative, rather than  
enterprise, nature. The speculative market is characterized by short term trading and HFT, which 
destabilize the market. Furthermore, the society does not benefit from this kind of trading, 
because there is no real value behind such short term trading and HFT. The main problem, 
according to Keynes and Schulmeister, was high market liquidity. To clarify, when market liquidity 
is high, the irrational traders will trade more, thus increasing volatility. Therefore, Keynes 
suggested to make financial trading less accessible and reduce the benefits of speculation. 
Moreover, Tobin came with a proposal of a tax that would reduce volatility by reducing the 
liquidity of the market. The arguments used by the Commission and other proponents about the 
FTT proposal are similar to the suggestions made by Keynes and Tobin. 
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Friedman did not make the same differentiation between beneficial or detrimental investments, 
and considered speculation, such as short-term trading, as beneficial and necessary in the financial 
market as it speculation will help stabilize the market, and guarantee high liquidity. Thus we can 
conclude that the opponents of the tax are heavily influenced by the neo-classical way of thinking 
while the proponents are arguing within a realist way of thought.  
 
In conclusion to the revenue argument, two main observations could be stated with regards to the 
neoclassical way of thinking. First, the revenue earned by the FTT cannot be spend on fiscal 
policies to combat unemployment in the neoclassical world, as only monetary policy works, which 
has no need for an FTT revenue. Furthermore is the FTT itself viewed as a government 
intervention in the market economy, thus destabilizing the market, meaning that it has a negative 
impact on the economy, leading potentially to even higher unemployment.   
This is in stark contrast to the realists who see demand as the important factor for production and 
employment, and not supply, thus revenue spend on fiscal policies is beneficial. We can conclude 
once again that the proponents of the FTT are influenced by the realist way of thought, and the 
opponents the neo-classical, even though the EU and the Commission are often accused of being 
too influenced by the neo-classical way of thinking.  
 
7. Analysis 3 - The design of the FTT 
  
To explain the considerations that should be taken into account when designing and implementing 
the FTT, we will look into the conclusions of the prior analysis. These will be compared with the 
corresponding arguments from the Commission's FTT proposal and the IMF work paper. We 
investigate how the difficulties and concerns are met in praxis, regarding behavior of traders, HFT, 
short term trading, speculation, liquidity, volatility and revenue.   
 
The technical implementation of FTT is a task that should be given high consideration. As it is 
written in the Commission's proposal, the technicalities of implementing such a tax are just as 
important as the outcome of the tax (chapter 3.1), because the FTT needs to be applied in such a 
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way that it stabilizes the financial market without damaging the economy. In order to fulfill this 
task, the Commission proposal include a suggestion on how the FTT should be implemented and 
an assessment of how the FTT will affect the financial market.  
 
One of the main arguments worth considering is that the FTT will help stabilize the financial 
market, as both liquidity and volatility will be reduced. However, this should not affect the long-
term investment, which realists considers as beneficial investments, the same way. Thus, the 
Commission has proposed to issue a tax of 0.01% in derivatives, which have a reputation of being 
speculative transactions, arguing that this will reduce speculation in derivative trading and 
contribute in stabilizing the market. When comparing with our earlier findings, trading of OTC-
derivative in Europe is among the highest in the world (chapter 3.3). Derivatives can be seen as 
representation of an underlying asset or investment, and these could be desirable to levy, since it 
is the underlying asset that are the real investments. Thereby derivatives, although an investment 
insurance, can be seen as more speculative, with no real investment in society. 
 
Brondolo argues that there exist three ways of levying a financial transaction. It can either be the 
purchaser, the seller or both that will be taxed (Brondolo 2011: 3).  When looking at the different 
levy methods of the STT and the SDT, it is clear that the more successful transaction tax levied the 
purchaser, whereas the STT levied both seller and purchaser. The idea behind a round trip 
taxation, is that  the STT could generate a larger revenue, as the tax will be charged both at the 
purchaser (0.5%) and the seller (0.5%), which would accumulate to 1%. Furthermore, Brondolo 
argues that in the case of exchange-traded instruments, the revenue would be more transparent, 
when taxing both parties. This is derived from an administrative perspective, since when both 
parts are taxed, it is easier for tax agencies to cross check the registration of tax payment 
(Brondolo 2011: 13ff). However, when looking at UK’s successful experiences, the SDT generates 
one of the largest revenues in Europe from taxing the financial market, we can see that a FTT can 
successfully be created and generate revenue only by taxing the purchaser.  
 
One of the main concerns in the FTT proposal of the Commission, with regards to the design, 
comprehends the creation of incentives for the traders involved in the FTT in such ways that the 
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scope of tax evasion will decrease (chapter 3.1). When designing the tax it is important to keep the 
tax relative low so that the incentive to move abroad, or the relative costs of moving, is higher 
than paying the actual tax. Brondolo describes that in Sweden a double taxation led only to a 22 
percent increase in revenue, due to high migration of trading. This is also a observation made by 
the Commission, as they state that migration will be prevented by setting the tax appropriately 
low. How the Commission has reached an appropriate level of taxation in their proposal is not 
mentioned, but they state implicitly that the taxation should both apply to the buyer and the seller 
(Commission 2011: 16). This means that the tax on financial transactions is 0.2% per round-trip 
meaning that both buyer and seller are taxed with 0.1% each. The FTT is lower than the taxation in 
the UK which is at 0.5% for the buyer and substantially lower than in Sweden where it originally 
was 1% per round-trip and later increased to 2%. Hence we can conclude that there is a good 
chance that the tax rate in the Commission's proposal probably is appropriately low to avoid 
serious migration.   
 
When looking at the risk of migration to non-taxing jurisdictions, is it important to note that this 
problem is an experience made from the STT. By only focusing on the domestic market, it will be 
easy for financial actors to circumvent the FTT,  by moving to a non-taxed jurisdiction. This was 
seen in the case of Sweden’s STT, where financial actors found it more profit maximizing to trade 
swedish securities from London or New York, or by circumventing Swedish brokerages. In the case 
of the SDT, this was done differently, since it was a global tax on all British firms, no matter the 
location.  Brondolo states that this can be controlled by requiring traders to pay 1.5%, through the 
Exit Charge, if the English stock should be traded elsewhere. This experience can be drawn from by 
the EU in a possible implementation as it would insure the EU some form of revenue gain, and 
increases incentive to continue the trade within the EU. We can observe a connection between 
the concerns of the Commission for FTT evasion and the events that were responsible for the 
failure of the Swedish STT. In this case, according to Schulmeister and Brondolo, the evasion from 
the STT of Swedish and foreign investors and traders, which led to an insufficient revenue that 
unsatisfied the Swedish government, led to the abolishment of the STT. The Commission does not 
specify how the member states shall execute “measures” to prevent tax evasion, as they describe 
it in article 11 (Commission 2011: ), but taking into considerations the experiences from UK and 
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Sweden, such as a suitable low taxation and a migration tax similar to the Exit Charge in UK, there 
should be some assurance that the FTT will function as wished.   
 
Besides the above mentioned tax migration there is a risk of tax circumvention. Both Brondolo and 
Schulmeister argues that there is a risk of substitution of financial instruments. If profit 
maximization is achieved by substituting the instrument which is taxed, the FTT would be 
circumvented by the financial agents. According to Schulmeister, the tax circumvention was also a 
problem with the STT, since the Swedish traders found other means of making profit.  Brondolo 
suggest that this could be averted by broadening the FTT, so that the substitutes are included. This 
would then remove eventual loopholes, which complies with the Commission’s proposal, where it 
is stated that the FTT should have a broad taxable base as a measure of risk management, when 
implemented by member states. This is the case with SDT, where purchase of real estate is also 
included in the tax.   
 
The Commission wishes to address the destabilizing speculation and in the same time they exclude 
primary markets from the tax (chapter 3.1), to ensure that the real investments and the raising of 
capital through issuing of new stocks and bonds will still be possible. This proposal is not used as 
an argument in the general debate, but we find it to be an central argument since it should help 
prevent a downfall in GDP as argued by the opponents. There is no reason to assume that there 
will be a reduction in this kind of investment in underlying assets with an implementation of the 
FTT, since there is no taxation on these types of financial instruments. It is assumable that the rate 
of the real investments would increase, if the amount of trades in levied financial instruments 
would decrease, as argued by both sides in the debate. This would create incentives for the 
investors to change their investment behavior away from speculation and towards the non-levied 
real investments.   
 
The exemption of real investment is obviously in line with Keynes view on the financial market as 
he saw enterprise as the only kind of trading beneficial for the society. Schulmeister refers 
similarly to “excessive” financial transactions that is multiple times higher than investments in 
underlying assets, which contributes to the market instability. Hence, we consider the design of 
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the FTT in terms of which transactions that should be taxed, to be beneficial for the economy - if 
viewed from a realist perspective, which considers enterprise as beneficial compared to 
speculation which is considered the opposite. With regard to the problem of HFT, the Commission 
states that their impact assessment shows, that the profit of trading will be hampered, but HFT 
will not disappear completely. It will however shift the trading towards fewer transactions, which 
will consist of a higher marginal price increase/decrease before a profitable transaction can be 
made (chapter 3.1).    
 
With the prior in mind,  it is clear that the liquidity in HFT trading will decrease and the volatility 
will increase. This will presumably also be the consequence for short-term trades which have a 
relatively longer time span than HFT, but have a shorter time-span than long term trades which 
are often linked to real investment. It is important to note that a decrease in liquidity in these 
markets is what the Commission aims for, in order to hamper destabilizing speculation even 
though liquidity is not explicitly mentioned.   
 
If we recollect  the arguments drawn by Schulmeister (chapter 3.5), one point of dispute is the 
question of volatility in the long and short run. The Commission does not state any consideration 
about volatility, but they state that trading will decrease to a fewer number of  trades each with 
higher marginal buying and selling price, which from our perspective will result in higher volatility 
in the short run. However, due to the exemption of taxation of primary market investments linked 
to capital raising, and the relatively small taxation that will be levied on long-term investments, it 
is reasonable to believe that long-term volatility will not be affected. Furthermore, if we believe 
that some investments will shift from short-term to long-term, the liquidity and  the money 
available for real investments will increase. In the end this means that the design of the FTT will to 
a certain extent ensure that speculative trading will decrease, arguably causing higher volatility in 
the short run. This will further the difficulty of predicting the prices and therefore make 
speculation more complicated and riskful. The backside of this would be if the speculators 
continue on the same path as before, which would increase the current high intraday fluctuations. 
However, since the long-term investments will benefit or as a minimum not affected by the FTT, 
the volatility in the long term should remain stably low and resilient of short-term fluctuations.  
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8. Conclusion of the project  
 
Many thoughts flourish in the public debate flourish in the case of the  FTT. When actors in the 
debate argue about the FTT, we can see that it is impossible to achieve consensus on the how the 
FTT should be implemented. This is due to the economic ways of thinking, the realist and neo-
classical, that, even though they have access to the same information, they are able to reach 
different conclusions. This makes the FTT highly controversial, and difficult to design if all the IG’s 
concerns should be met.   
By investigating the underlying mechanisms of the debate, we can conclude, that the actors are 
worried about the same areas, namely, the behavior of traders, different kinds of investment, 
speculation, revenue, volatility and liquidity. Thus, we find it necessary to look at how the FTT is 
designed with regard to these subjects.   
 
When looking at the behavior of traders, we find it necessary to look at the different incentives 
 that should encourage the desired behavior. Even though it is possible to create an FTT without 
levying both sides of the transaction, we find it convenient to have the possibility of cross checking 
payments. This would minimize underreported trades. In order to meet the concern of migration 
to non taxed jurisdiction, the Commission should draw from the UK’s experience, and enforce an 
Exit Charge that creates an incentive to continue trading in the EU. Another concern about the 
implementation of the FTT, is the fear of traders finding a substitute. From our perspective it is 
clear the FTT should encompass the possible substitutes to a financial instrument. This might have 
to be done over time, since it is difficult to predict how the financial market will change and which 
substitutes are made. Moreover it could be a possibility to ensure taxation on the financial 
instruments and behavior, that do not create any real value in society (e.g. derivatives, HFT, short 
term, et cetera). In addition, it could be considered creating incentives to invest in the financial 
instruments that creates value in society (e.g. long term investments), by lessening the taxation on 
these types of trades. In relation to this we find it positive that the Commission has expressed 
their wish to exempt the transactions that are connected to capital raising for  new investments. 
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It is obviously not in the interest of the Commission that traders should stops trading completely, 
since then the revenue would not be accumulated and even more important this would lead to a 
total financial standstill. However, since the EU’s taxation is smaller than the SDT, and the UK 
encompasses one of the largest financial markets in the world, we can conclude that the level of  
taxation of 0.2% and 0.02%  round trip is appropriate.  
With regard to volatility, we can estimate that if the FTT is designed correctly, the proposed 
relatively small taxation will only have a minor effect on the long term-volatility, if the volume of 
short term and HFT trading decreases. This would mean a more stable market and reduce the risk 
of a new financial crises. If it is enough to avert financial bubbles in the future is difficult to tell, but 
with a new source of revenue generated from the tax, the MS will have extra funds to stabilize the 
market and hereby limit the magnitude of a future recession. 
 
 
 
 
9. Abbreviations  
 
GE-theory - General Equilibrium theory  
 
FTT: Financial Transaction Tax  
 
SDT: Stamp duty tax 
 
SDRT: Stamp Duty Reserve Tax 
 
PP: Pro-FTT-Proposals 
 
CP: Counter-FTT-proposals 
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STT: Security transaction Tax 
 
IDS: Institute for Development Studies 
 
EU: European Union 
 
DKK: Danish Kroner  
 
HFT: High Frequency trading 
 
IG: Interest group 
 
EP: European Parliament 
 
GDP: Gross Domestic Product 
 
MS: Member states 
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